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When marginal utility of consumption depends on leisure, investors will take this into account when
allocating their wealth among different assets. This paper presents a multi-country general equilibrium
model driven by productivity shocks, where labor-leisure and consumption are chosen endogenously. We
use this framework to study the effect of leisure for optimal international diversification. We find that
in the symmetric case the model’s ability to help explain home-bias depends crucially on the level of
substitutability between consumption and leisure.
*The views expressed herein are those of the author and not necessarily those of the Federal Reserve Bank of
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